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Change in Earnings Forecast

At the Ready for a Tough
Journey Ahead

* Guidance Lowered; Less Detail
The company gave similar guidance as Siebel, which is flat
sequentially with the possibility of better or worse results depending
on the economy, and no guidance for the second half of the year.

® Still Good Relative Performance
The vear over year decline of 13% 1n license revenue was still better
than most of its competitors including Siebel, Oracle. and JD Edwards
and roughly in line with SAP's decline.

® Near Term Outlook
We expect the stock to trade between a 29-31x multiple off consensus
estimates for next year which we expect 1o fall in the $0.65 to $0.75
range. Those numbers suggest a trading range of $19 10 $23 in the
near term.

* Industry view is In-Line
Our thesis of an improving macroeconomic environment leading to an
eventual upturn in capital spending results in our In-Line view of the
Enterprise Software industry. We believe the worst is over, as 2002
should be a year of gradual and modest improvement, with further
improvement in 2003, but overall tech spending should lag the pace of
the recovery because of the lingering effects of over buying in the past.
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At the Ready for a Tough Journey Ahead

Summary and Investment Conclusion

PeopleSoft reported 1ts final earnings results on Apni 25,
2002 afier preannouncing earlier in the month. The
quarterly results were in-line with the pre-announcement
but below our original revenue forecast. Earmings were in
line with consensus as the company managed to rein in
spending 1o offset the top line weakness.

Guidance Lowered; Less Detail

The company gave similar guidance as Siebel, which is flat
sequentially with the possibility of better or worse results
depending on the economy, and no guidance for the second
half of the vear. Given the uncertainty about the spending
environment and the unpredictability of close rates,
PeopleSoft as well as many other companies are choosing
10 get out of the forecashng business. We can sympathize
with the difficulty of forecasting a volatile industry in a
volatile macre environment and didn’t expect much
detailed guidance. The company’s Q2 guidance assumes
the abnormally low close rates of Q1 continue.

The stock will likely weaken in the near term and then
we’ll quickly be back to a macro call on the economy and
IT spending. By our estimates, compzmes only spent 11%
of their 2002 IT budget budgets in Q1. The sluggish stan
10 the vear could be just that as companies recover from a
tumultuous vear m 2001. Afier stepping on the brakes all
last year, ClOs were unlikely 1o jam on the accelerator
right out of the gate m Q1.

PeopleSoft’s performance should be viewed in context
with the rest of the group. The year over year decline of
13% in license revenue was still better than most of its
competitors including Siebel, Oracle, and JD Edwards and
roughly in line with SAP’s decline. The company isn’t as
good as Siebel 1s painting a good picture on its
performance, no matter what’s reported, but the absolute
growth rates speak for themsejves. Siebel did better ona
sequential basis in Q1 but that’s partly because last year
was so much worse for Sicbel and it rolled over 2 third of
the quarter in the form of backlog from Q4.

PeopleSoft’s balance sheet remains strong with DSO of 58

davs and $1.8 billion in cash. The company was solidly
profitable and generated cash from operations.

PeopicSoft - April 26, 2002

But PeopleSofi’s exceptional performance in 2001 makes
for tough comparisons this year, although to be fair
comparisons weren’t easy Jast year either.

Quick View of the Quarter

«  Total revenues of $483.3 million versus our onginal
estimate of $503.4 million and our most recent
estimate of $480 million, a 9% decrease sequentially
and 4% decrease Y/Y.

» License revenues of $133.3 million, versus our
onginal estimate of $160 million and our most recent
estimate of $130 million — a sequential decrease of
23% and a 13% decrease Y/Y.

«  Services revenue was $25.5 million — a sequential
increase of 2% and a 7% increase Y/Y.

«  DSO was 58 versus 64 days last quarter.

«  Deferred revenue on the balance sheet was §421
million, up from $409 million from the previous
quarter.

«  The company added 78 new customers for the quarter
and had 25 deals over $1 million, with one deal in the
$10 mullion to $20 million range.

« Revenue from new customers was weaker than
previous quarters at 25%, and was 2 significant
contributor to the shortfall.

«  Average deal size was $600,000, compared to
$700,000 in 4Q01.

« International and North America grew at the same rate
this quarter.

MS 00913
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Key Highlights

How Does It Change Our View?
» Rating: Reiterate our Equal-weight-V rating.

o Lowering Estimates: In 2002, we are lowering our
total revenue and earnings estimates from 32,076
million and $0.68 to $1,924 million and $0.56,
respectively. In 2003, were are lowering our total
revenue and earnings estimates from 82,374 million
and 30.78 10 82,114 million and $0.68, respectively.

Catalysts

« Animprovement in predictability of close rates, and
then actual close rates are key catalyst for the stock.

What Looked Good

o Relative Performance: Despite the fact that the
company came in below expectations, the license
revenue growth was still better than many of the
largest enterprise software companies such as Oracle,
Siebel JD Edwards, and i2.

»  Upgrade Cycle Not the Issue In the Quarter: The
weakness in the guarter was derived from a lower than
expected license revenue figure from new customers,
while license revenue from existing customers tracked
to plan.

Red Flags in the Quarter

o License Revenue Below Initial Expectations: The
company reported license revenue that was $32 million
below analyst’s original estimates.

«  Close Rates and ASP were Down: Sequentially, close
rates were down this quarter. Going into 2002, close
rate predictability remains low. Average deal size in
the guarter came down from $700,000 to $600,000.

What Was Reported

o License Revenue: 8133 versus our estimate of $130
million and the preannounced result of 8130 million to
3135 million.

o« EPS: 30.14, which was in-line with our initial estimate
and the preannounced estimate.

PeopieSofi - April 26. 2002

Outiook

We expect the shares to trade at around a 40% discount to
Siebel as it has for the last couple of years. That would
suggest 2 29-31x multiple off consensus estimates for next
year which we expect to fall in the $0.65 to $0.75 range.
Those numbers suggest a trading range of $19 to $23 in the
near term.

However, we believe PeopleSoft’s competitive position
still remains quite solid. The upgrade cycle remained
intact since it was sales to new customers starting new
projects that fell off in the quarter. New customers fell to
25% of revenue from 39% last quarter. That's consistent
with a Q1 hesitation in the market since new projects teud
to get more scrutinized more closely than upgrades and
extensions of existing infrastructure. Support for version
PeopleSoft 7.5 will end in 12 months at which poin
PcopleSoft customers will need to either upgrade to
PeopleSoft 8 or remain on PeopleSoft 7.5 without support.
Consequently we expect the upgrade cycle to continue and
new customers will come back when the economy
strengthens.

Stepping back a bit, the back-office applications market for
global companies is dominated by an oligopoly comprised
of SAP, PeopleSoft, and Oracle. The marketis down to
three viable suppliers who will help re-automate the back-
office business processes for global enterprises for years to
come. These are critical functions and while most
companies have begun implementing these products, few
have completely rolled out a suite across all locations and
countries on the latest version of the technology. At some
point the pressure to open up the back-office to customers
and supplier for machine to machine communications via
web services will encourage more companies to modernize
their back-office infrastructure most consistently.
PeopleSoft had made it into an elite club of critical
enterprise software suppliers ~ those with thousands of
customers relying on the company for mission critical
functions.

We're warching corporate profits outsideé of the
technology and telecom sectors as a catalyst and we see
saw some encouraging signs in Q1. Two thirds of the non-
technology companies reporting in Q1 met or beat
estimates. But the data is preliminary and the turnaround
still fragile. But the prospect of improved corporate
earnings logically leads to a possibility of improved
technology spending later this year.

MS 00914

Please see the important disclosures at the end of this report.



Morgan Stanley

Exnibit 1
PeopleSoft First Quarter 2002 Financial Results
NS 1902 Q02 2G01 1Q061
$Million (EPSS) Estimate Actual Actual Actual
% Growth (Y/Y) 4.4% -13.0% 5.8% 69.9%
% Growth (Q/Q) 8.1% -23.4% 14.7% -6.8%
% Growth (Y/Y) 51% 7.3% 11.6% 218%
% Growth (Q/Q) 0.0% 2.1% 0.6% 6.2%
% Growth (Y/Y) 0.1% -3.9% 6.1% 34.0%
% Growth (Q/Q) -4.7% 8.5% 3.7% 1.1%

Operating Margin 13.1% 13.1% 15.2% 9.2%
Tax Rate 34.5% 34.5% 34.5% i 34.5%
Shares Quistanding 326 326 323 315
DSO - 58 64 77

Source: Compony data. Morgan Stanley Equity Research estimates

Esuimates are based on our figures prior 1o the company s preannouncement

Company Guidance

The company described the 1T spending environment as
very cautious and made the caveat that predicting future
financial results is very difficult in this environment. Asa
result, the company expects demand in the information
technology market to be flat next quarter. Management did
highlight the potential for a pickup in demand during the
2HO02. The current assumption on close rates 1s that they

will remain flat at current levels, which were down in 1Q02.

This guidance implies flat license revenue and flat earnings
per share in 2Q02 of $133 million and $0.14, respectively.

The company will also have a non-recurring write off in
2002 of $10 million for in process research and
development as 2 result of the purchase of Momentum. In
addition, the purchase price of Momentum, less $10 mulhon
will be allocated 1o capitalize software and amortized over

five years.

FeoplcSot: - April 26, 2002

Income Statement Summary

Earnings per share were in-line with expectations. The
company reported $0.14, which compares to our estimate of
$0.14 and preannounced estimate of $0.14.

Revenue for the quarter on an absolute basis was $483.3
million, year over year growth was -4% and sequential
revenue growth was -9%. License revenue for the quarter
on an absolute basis was $133.3 mullion, ycar aover year
growth was -13% and sequential revenue growth was -23%.
Services revenue for the quarter on an absolute basis was
$342 4 million, vear over year growth was 7% and
sequential revenue growth was 2%. The company did
reclassify out of pocket expenses in accordance with FASB. -

Operating margins for the quarter were 13%, which
compares to 15% last quarter and 9% in the year ago penod.
The company was able to improve both services margins
and general and administrative expenses in order 1o manage
1oward the bottom line result and hold operating margins at
a very respectable 13%.

In 1Q02, service margins were 52% and license margins
were 91%. Service margins were 47% last quarter and 44%
in the same period last year. License margins were 92%
last quarter and 89% in the same penod last year. Sales and
marketing was 26% of revenue, which compares to 24%
last quarter and 25% in the year-ago period. Research and

MS 00915
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development was 17% of revenue which compares to 14%
last quarter and 15% in the year ago period (excludes
Development Services Costs). General and administrative
cxpense was 6% of revenue, which compares to 7% Jast
quarter and 7% in the year ago penod.

Balance Sheet and Cash Flow Summary

The company finished the quarter with $1,823 million in
total cash, which compares to $1,673 mullion last quarter
and §1,155 million one vear ago. DSO for the company
was down sequentially to 58 days, which compares to 63
days last quarter and 75 days in the same period one year
ago. Deferred revenue was up sequentially to $421 mullion,
which compares to $409 million last quarter and $415
million last year. The increase in deferred revenue 1s
largely a result of strong first quarter maintenance renewals.
Cash flow from operations was $141 million this quarter.

Customer Metrics

PeopleSoft brought in 78 new customers in the quarter,
down from 147 last quarter. New customer license revenue
was 25% of tota} license revenue, which compares a recent

quarter]y average of 39%.

PeopleSoft's ASP was $600,000 this quarter, which
compares to $700,000 last quarter and a histoncal level of
$500,000. There were 25 deals in the quarter that were
greater than $1 million, which compares 10 41 from last
quarter. Additionally, PeopleSoft had one deal in the $10 10

FeoplcSofi - April 26, 2002

Piease see the impontant disclosures at the end of this report.

$20 million range. This deal was a human capital
management sale, which was global in nature.

Thus far, 1/3 of PeopleSoft customers have upgraded to
PeopleSoft 8, the remaining 2/3 have not upgraded.
Suppon for version PeopleSoft 7.5 will end in 12 months at
which poim PeopleSoft customers will need to either
upgrade to PeopleSoft 8 or remain on PeopleSoft 7.5
without support.

Revenue Segmentation Analysis

By Producr— Across product lines, the company saw
consistent relative performance.

By Geography — North America and International license
revenue both decreased year over year at comparable rates
of 13%. On a constant currency basis, International was
down 8% year over year.

By Verticals — One market that performed better than the
bunch was education and government. This was the
company’s least impacted sector in the guarter.

Headcount

The company decreased headcount sequentially from 8,436
last quarter to 8,512 this quarter. The decrease in headcount
is attributed to a decrease 1n services.

MS 00916
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Exhibit 2
PeopleSoft
Sales and Earnings Summary

(5 Minons_Except Per-Share Data}

7001 2002E 2003E

o1 601 01 12/01 CYo1 2 602 S02E 12/02E CYO2E VOIE ©0JE SVIE 1203 CYO3E
horth Amernca Revenue 3314 apr 9 ki:rig 4020 1594.0 367.3 3857 3535 384 6 1467 1 3757 38023 1929 425 ¢ 1574 4
ntematons Revenue 1227 136 6 1281 1376 5250 1160 106.3 135 12214 457.2 125.2 126.8 138.0 1495 5396
Tota! License Fees 1533 166 3 518 1741 B254 1313 1200 128.0 151.0 532.3 1359 o 1459 175.2 589.0
yry % change 70% 313 5% 6% 30% -13% .28% -16% 13% -18% e 10% 145 16% 1%
seq % change -T% 8% -9% 15% - -23% -10% 7% 18% - -10% g% 1% 20% -
Sernces 2 3491 3448 3468 110 3424 20 345.0 3550 1364 .4 365.0 375.0 3850 400.0 1525.0
yiy % change 7% 20% 22% 2% 9% % 2% o% 2% " 7% 10% 2% 13% 10%
Development Semces 307 292 241 187 027 75 00 [} o0 75 00 00 0.0 Q0 oo
yv % change % % 5% ~“I% -16% 75% - - - 9% - - - - -
Tolal Revenues 5142 5445 5207 539.7 2119.1 4833 462.0 473.0 506.0 19243 500.9 507.0 5309 5752 21140
yry % change 4% 7% 5% 6% 20% 6% 5% 9% 5% % % 10% 2% 14% 10%
sec % change 1% % LY a% - -10% % 2% ™ - -1% 9% 5% ax -
Cost of Licenses. 153 182 12.0 148 613 14 102 10.9 12.8 454 10.9 108 117 40 ars
Cost of Serwces 1846 196 0 180.5 30 7442 164.5 164.2 164.9 697 €633 1716 176.3 1810 80 7168
Cost of Development Services 278 265 28 1689 831 6E 06 0.0 00 6.8 00 00 ao 00 0.0
Total Cost of Revanus 285 2407 2144 2147 L..1.X 1827 1744 173.8 1823 T15.4 1824 188.3 1926 2020 7829
Saes & Marxetng 1262 1314 1260 1303 5139 1246 182 120.1 125.0 488.9 125.2 1257 120.0 138.0 5380
Product Devetopment 780 e 08 752 299.0 823 are 88.5 936 522 952 9.8 %6 me 3874
General & Aaminsirative 1S 417 409 391 155.6 30.2 300 30.0 310 1212 310 20 no M0 1300
Othet Charges - L7 o8 - 00 28 100 40 40 208 40 40 40 40 %0
To13) Expanses 2391 7462 238.6 2646 9685 239.9 2420 2426 2536 9331 255.4 255.5 2626 e 1051.4
Operatng Income - Reported 461 577 677 804 2520 606 407 54.6 69.5 258 B63.1 647 757 853 2987
Operahing Margin - Keported 9.0% 10 6% 13 0% 14.9% 11.9% 12.5% 8.8% 11.5% 13.8% 17% 126% 12.8% 14 2% 16 6% 14 1%
Opersting Income - Normalized 46.1 570 L= X 30.4 2520 B34 50.7 se€ e 2486 871 68.7 8.7 9.3 RiT R
Operatng Margs - Normalized 80% 10.5% 13.2% 14.9% 11.9% 13.1% 11.0% 12 4% 14.6% 12.6% 13.4% 13.5% 150% 17.3% 14 9%
Othee - Reponed B2 13 78 e e 72 15 18 80 30.2 B0 85 853 BS ke k]
Otner - Normaitized - - - 0o - . - - 0.0 - - - . 0.0
Fretax Income - Reported 551 708 755 88.2 2856 678 482 623 779 256.0 713 732 842 1038 a2
Pretax Income - Normalized 581 701 762 8.2 289.6 706 522 66.1 81.9 6.8 75.9 .2 882 1070 a2
Yaxes - Reportec 190 235 251 304 9.0 233 16.6 214 269 B8.2 245 252 230 B8 148
Taxes - Narmahkzed 100 285 267 304 1006 244 166 214 269 89.3 245 252 290 ELY ) 146
Tax Rate - Normaizmd 35 35% 35% 34% 5% 5% 29% 2% 3% 3% 3% 3% 3% a% 3%
Net Income - Reportec 31 474 50.3 578 1916 45 ns an’? 510 1678 466 478 551 680 276
Nel income - Normalized 361 456 49.6 578 1889 452 415 447 550 187.5 50.6 51.9 59.1 720 2336
Basic Avg Shrs (il 2902 2961 3022 3037 2980 308.0 RARN 3142 317.2 3126 3205 3237 326 9 330.2 3253
FD Avg Shrs til ) 3150 3186 33 3231 3198 59 291 34 3357 3308 3391 3425 59 394 3442
EPFS - Reporlec - Baskc 012 016 017 019 0.64 D14 010 0.13 016 053 015 015 017 021 068
EPS - Reported - FD o1 013 01 C18 060 014 010 012 015 051 01 0.14 Q16 018 063
EPS - Normaluzed - Basic 012 015 016 019 062 015 013 014 0.17 058 016 016 018 022 072
EPS - Normalized - FD 01 0.14 0.15 0.18 0.58 0.14 0.13 0.13 0.16 D.56 0.15 0.15 .17 0.21 0.68
% Change 175% 133% 88% 38% 7% 27% -T% -13% -11% 3% 7% 15% 31% % 2%

£ = Morgan Sianley Equity Research estimaies.
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Exhibit 3
PeopleSoft - Financial Statistics and Ratios
2004 F002E 2003

3/01 €01 XAl 1204 [42) 02 ©/02E 9028 12028 CY02E VOIE &03E /03  1203E  CYOIE
Leense Fees 639 514 154 58 303 -130 278 -15.7 -133 -17.5 20 wo 140 1.0 107
Servces 3 202 05 K3 88 7 20 oo 22 10 66 LX3 16 127 0.2
Totad revenves 3 %8 153 &4 19.6 %0 -152 -92 $.2 9.2 36 87 122 127 98
Cost of Licenses 559 13z9 a7 218 s76 297 PYR] 95 -13.3 260 -9 a5 73 92 as
Sakes & Marketing a5.8 173 81 e 147 13 .93 47 < 4.9 05 55 74¢ 104 60
Prosuct Devesopment -1 -124 J5 St 7 42 188 247 245 178 156 69 92 8B 00
Genera' & Adminvsabve 322 75¢C 405 324 439 -107 -28.0 =267 -207 -2t 25 6.7 100 97 12
T ote expernses 45 s 76 26 66 Cs 03 1.7 37 15 54 35 83 96 L 3:]
Operabng Proft 402 2527 165.8 5.3 1432 374 -11.0 -14.4 B1 -22 58 %S 358 a4 276
License margn 854 830 821 918 905 814 915 815 915 9ns 920 82,0 no 92.0 sz.0
Services margin 420 a3s 417 47.3 457 52.0 520 522 522 521 53.0 530 50 53.0 3.0
Seées & Marxetng 245 241 242 241 242 258 258 254 247 254 250 248 13 240 U5
Proouct Devesopmen 154 136 1.6 139 121 170 19.0 187 185 183 180 185 18.2 177 183
General & Adminstrabve 66 7.7 7.9 72 73 63 65 €3 61 63 62 63 62 59 61
Tou expenses 46.5 452 458 453 457 497 515 513 50.% 511 51.0 504 435 4823 497
Gperabng Margn 9.0 0.5 132 9 119 131 110 124 146 128 134 138 150 w3 s
Pretar Mangn 07 128 e 63 137 1486 126 140 16.2 a4 15.0 152 166 7 6.5
Nei Margin 7.0 B4 95 107 89 96 2.0 94 10.8 a7 101 02 AAS| 125 1o
Selocted Ratios and Balance Sheet Highlights
Book VBlue/sh 345 493 ™ 4% - 526 - - - - - - - - -
Castvsh 335 39 a4y 505 - 546 - - - - - - - - -
Saes/Shv 604 633 647 6% - 641 - - - - - - - - -
Total Casheinvestments 1155 1402 1515 1673 - 1823 - - - - - - - - -
Totai Debt ST 7 -y 57 - 57 - - - - - - - - -
Total Equity 1087 1315 1430 1592 - 1716 - - - - - - - - -
Tow Assets 2024 2285 2363 2548 - 2667 - - - - - - - - -
Toia Recewabies 430 407 354 375 - 3 - - - - - - - - -
Rec Days Outst 75 56 61 63 - 58 - - - - - - - - -
Employees 8255 8539 8631 8436 - 8512 - - - - - - - - -
Revenue Per Employee 023 024 024 025 - 0.25 - - - - - - -
Average Contrac Size 0.500 ©.600 0700 0700 - 0600 - - - - - - - - -
Numbesr ol Customers 2119 4249 4352 4499 - 4577 - - - - - - - - -
New customers 130 120 0 147 - T8 - - p - - - - - -
Deleed revenue 415 419 408 409 - a1 - - - - - - - - -
Deterred Rev./LTM Rev 22% 2% 20% 19% - 20% - - - - - - - - -
Prowsion for Doubtiul Accounts 9a 43 1.5 0.8 - - - - - - - - - - -
Deprecabon and Amortzator 97 235 306 283 - - - - - - - - - - -
LT™ Saies 1903 2018 2087 2119 - 2088 2006 1958 1924 - 1942 1987 2045 21 -
LTM EPS 0.38 046 [EX] 058 - 0.61 0.60 C.58 0.56 - 05?7 059 0863 068 -

£ = Morgan Stanley Equiry Research estimates
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The information and optnions mn this report were prepared by Morgan Stanley & Co. Incorporated {*Morgan Stanley”). Morgan Stanley has
no obligation 1o tell you when opinions or information in this teport change. Morgan Stanley and its affiliate companies are involved in many
businesses thal may relale to companies mentioned in this report. These businesses include market making and specialized trading, risk
arbitrage and other proprictary trading, fund management, investment services and investunent banking.

This report is based on public information. Morgan Stanley makes every effort to use reliable, comprehensive information, but we make no
representation that it is accurate or complete. We are not offering to buy or sell the securities mentioned ot soliciting an offer to buy or sell
them

Within the last three years, Morgan Stanley, Morgan Stanley DW Inc. and/or their affiliate companies managed or co-managed a public
offering of the securities of Agile Software, Ariba, Aspect Communications, Click Commerce, E.piphany, Informatica, Manugistics Group
Inc., McAfee.com, SilverStream Software, Venias Software, Vignetie, i2 Technologies and webMethods.

Morgan Stanley, Morgan Stanley DW inc. and/or their affiliate companies make a market in the securities of Agile Software, Ariba, Aspect
Communications, BEA Systems, Business Objects, Check Point Software, Click Commerce, Cognos Inc, Compuware, Documentum,
Hyperion Solutions, Informatica, J.D. Edwards, KANA Software, Manugistics Group Inc., Mercury Interactive, Novell, Oracle, PecpleSoft,
Peregrine Systems, Quest Software Ing, Rational Software Corp., SeeBeyond, Siebel Systems, SilverSweam Software, TIBCO Software,
TeleTech, Venitas Software, Vignette and webMethods

Morgan Stanley, Morgan Stanley DW Inc,, affiliate companies, and/ o7 their employees may have an investment in securities and denvarives
of securities of companies mentioned in this report. These denvatives may be issued by Morgan Stanley or others associated with it.

The securitics discussed in this report may not be suitable for all investors. Investors must make their own investment decisions based on
their own investment objectives and financial position. Morgan Stanley recommends that investors independently evaluate each issuer,
security or instrument discussed, and use any independent advisers they believe necessary. The value of and income from your investment
may vary because of changes 1n interest rales or foreign exchange rates, changes in the price of securities or other indexes in the securities
markets, changes in operational or financial conditions of companies and other factors. There may be time limitations on the exercise of
options or other rights in your secuntes ransactions. Past performance is not necessarily 2 guide to future performance.

This pubiication 1s disseminated 1n Japan by Morgan Stanley Japan Limited and/or Morgan Stanley Nippon Securities Limited; in Singapore
by Morgan Stanley Dean Witer Asia (Singapore) Ple.. regulated by the Monetary Authonty of Singapore; in Austrahia by Morgan Stanley
Dean Winer Australia Limited A.B.N. 67 003 734 576, a licensed dealer, which accepts responsibility for its contents; in centain provinces of
Canada by Morgan Stanley Canada Limited, which has approved of, and has agreed to take responsibility for, the contents of this publication
in Canada; in Spain by Morgan Stanley, S.V., S A., a Morgan Stanley group company, which is supervised by the Spanish Securities Markets
Commission (CNMV) and states that this document has been written and distributed in accordance with the rules of conduct applicable to
financial research as established under Spanish regulations; in the United States by Morgan Stanley & Co. Incorporated and Morgan Sianiey
DW Inc. which accept responsibility for its contents; and in the United Kingdom, this publication is approved by Morgan Staniey & Co.
International Limited, solely for the purposes of section 21 of the Financial Services and Markets Act 2000. Private U.K. investors should
obtain the advice of their Morgan Stanley & Co. Internationa} Limited representative about the investments concerned.

This report may not be sold or redistributed without the written consent of Morgan Stanley Dean Witter & Co. Morgan Stanley is a service
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Morgan Stanley

The Americas Europe Japan Asia/Pacific

1585 Broadway 25 Cabot Square, Canary Wharf 20-3, Ebisu 4-chome Three Exchange Square
New York, NY 10036-8293 London E14 4QA Shibuya-ku, Central

Unned States United Kingdom Tokyo 150-6008, Japan Hong Kong

Tel: +1(1)212 761 4000 Tel: +44 (0)20 7513 8000 Tel: +81 (0)3 5424 5000 Tel: +852 2848 5200

INDUSTRY COVERAGE: ENTERPRISE SOFTWARE

Rating Pnce Rating Pnce
(Company Ticker as of at 4/24/02 Company Ticker as of al 4724/02
Agile Sotware AGIL.O E 31802 $9.01 Mercury interacbve MERQ.C O 1802 $36.51
Ariba ARBA.C E 31802 $3.48 Network Associates NET.N NR  3/18/02 $23.75
Aspect Communications  ASPT.O E 31802 $4.79 Novell NOVL.O U 31802 $3.70
BEA Systems BEAS.O E 31802 $10.42 Oracle ORCL.O O 31802 $10.50
BMC Sottware BMC.N E 31802 $14.64 PeopleSoh PSFT.O E 4/2/02 $22.48
Business Objects BOBJ.O E 3802 $35.11 Peregrine Systems PRGN.O O 31802 $8.31
Check Foint Software CHKP.O E 318/02 $18.25 Quest Software Inc QSFT.0 E 31802 $12.70
Click Commerce CKCM.O £ 3ne02 $1.05 Rationa! Software Corp.  RATL.O E  4/1902 $14.10
Cognos Inc COGN.O o 3nane2 $24.51 SAP SAP.N O v18102 £33.35
Computer Associates CAN O 3802 $18.44 SeeBeyond SBYN.O E  4/23/02 $3.22
Compuware CPWR.O U 32202 $8.08 Siebe! Systems SEBL.O E 31802 $23.76
Documenium DCTM.O € 3ns02 $19.29 SilverSream Software SSSW.0 L 802 $4.90
E.piphany EPNY.O E 31802 $5.65 TeleTech TTEC.O O Y102 $12.27
Hyperion Solutions HYSL.O E 31802 $24.48 TIBCO Software TIBX.0 E ae02 $9.05
i2 Technologies ITWO.0 E 3/18/02 $3.28 Ventas Software VRTS.0 O 31802 $26.85
Infecrmanca INFA.O [OKR:Hovd $8.50 Vignette VIGN.O U 31802 $3.02
J.D Edwards JDEC.O E 302 $11.99 webMethods WEBM.C E 31802 $14.27
m:«f\giﬁfg:vg(eoup Inc. m’;ﬁ% g z; ggg :1%3? Siock ranngs are subject 1o change. Please see latest research for each company
McAfee.com MCAF.O NR 31802 3$18.54

ANALYST STOCK RATINGS

Overweight (O). The stock’s total return 15 expected to exceed the average total retum of the analyst’s industry (or industry team’s) coverage
untverse, on a risk-adjusted basis, over the next 12-18 months.

Equal-weight (E). The stock’s total return 15 expected 10 be in line with the average 1o1al return of the analyst’s industry (or industry team’s)
coverage universe, on a nsk-adjusted basis, over the next 12-18 months

Underweight (U). The stock's total return is expected to be below the average 1otal return of the analyst’s industry (or industry team’s)
coverage universe, on a nsk-adjusted basis, over the next 12-18 months.

More volatile (V). We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in a month, based
on a quantitative assessment of histonical data, or in the analyst’s view, 11 is likely to become materially more volatile over the next 1-12
manths compared with the past three years. Stocks with less than one year of trading history are automatically rated as more volatile (unless
otherwise noted). We note that secunties that we do not currently consider "more voliatile” can still perform in that manner.

ANALYST INDUSTRY VIEWS

Anractive (A). The analyst expects the performance of his or her industry coverage universe 1o be attractive vs. the relevant broad market
benchmark over the next 12-18 months

In-Line (I). The analyst expects the performance of his or her industry coverage universe 1o be in line with the relevant broad market
benchmark over the next 12-18 months.

Cautious (C). The analyst views the performance of his or her industry coverage universe with caution vs. the relevant broad market
benchmark over the next 12-18 months.
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